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c. Explanation of Provisions 

The bill defines a new type of partnership, the "qualified 
thrift partnership," and provides special rules for the taxation 
of its partners. 

computation of partnership's taxable income-- gains or loss on 
sale or exchange 

Section 2(a) of the bill would amend the rule relatina to 
computation of a partnership's taxable income and partnership 
elections (sec. 703) to provide that the character of any gain 
or loss on the sale or exchange by a qualified thrift partnership 
of loans secured by an interest in residential or church real 
property (i.e., property described in sec. 770l(a) (19) (C) (c), 
hereafter "residential mortgage loans"), would be determined as 
if the residential mortgage loans had been sold or exchanged 
by the contributing qualified thrift institution and not by 
the partnership. Since, under present law (sec. 582), the gain 
or loss incurred on the sale or exchange of evidences of indebt
edness by most "qualified thrift institutions" (defined below) is 
ordinary gain or loss, the effect of section 2(a) of the bill 
would be to provide that gains or losses recognized by qualified 
thrift partnerships on the sale or exchange of residential mortgage 
loans would be ordinary gains or losses. 

Partnership allocations 

Section 2(b) of the bill would amend the requirement that 
partnership allocations must have substantial economic effect 
(sec. 704(b»2» and the general rule on the allocation of items 
incurred with respect to contributed property (sec. 704(c) (1» 
to provide that qualified thrift partnership agreements could 
allocate all of the gain or loss recognized on the sale or 
exchange of residential or church loans contributed to it by a 
qualified thrift institution partner to nonqualified thrift 
institution partners regardless of whether or not the allocation 
has substantial economic effect. 

Nonrecognition of gain or loss 

Section 2(c) of the bill would amend the rule providing non
recognition of gain or loss on the contribution of property to a 
partnership in exchange for an interest in the partnership (sec. 
721) to provide that contributions of residential mortgage loans 
by a qualified thrift iristitutionto a qualified thrift partnership 
followed by the sale by the partnership of such residential 
mortgage loans is to be treated as a sale of such assets by the 
partnership and not the contributing partner. 
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Definitions 

Section 2(d) of the bill would amend the definition of 
domestic building and loan association (sec. 770l(a) (19)) to 
provide that, for purposes of the 60-percent test of section 
770l(a) (19) and the 82-percent test of section 593, a domestic 
building and loan association partner, but not any other sort of 
qualified thrift institution partner, would be deemed to own a 
share of the assets of qualified thrift partnership in proportion 
to its percentage interest ,in partnership capital. 

Finally, section 2(e) of the bill would define "qualified 
thrift partnership" and "qualified thrift institution." Under 
the bill, a qualified thrift partnership would be a partnership 
which met four tests. First, at least one partner of the quali
fied thrift partnership would have to be a qualified thrift 
institution. Second, 95 percent of the assets of the qualified 
thrift partnership would have to be either residential mortgage 
loans or cash. In the case of (1) any contribution to a qualified 
thrift partnership of property which was not a residential mortgage 
loan or (2) the proceeds from the sale of a residential mortgage 
loan, the partnership would be treated as having met the 95- -
percent requirement if such contributions or sale proceeds were 
used to acquire residential mortgage loans within a one-year 
period after receipt. Third, all contributions by nonqualified 
thrift institution partners' would have to be in cash. Fourth, 
the primary purpose of the qualified thrift partnership would have 
to be to invest in residential mortgag,e loans. 

Under the bill, a qualified thrift institution would be defined 
as (1) a mutual savings bank, cooperative bank, domestic building 
and loan association, or other savings institution charactered and 
supervised as a savings and loan or similar institution under 
Federal or State law or (2) a credit union, the deposits or accounts 
of which are guaranteed under State law or insured under Federal 
or State law in a manner similar to a savings and loan institution. 

D. Effective Date 

The provisions of this bill would apply to transfers, sales 
and exchanges after December 31, 1981, in taxable years ending 
after that date. 

III. REVENUE EFFECT 

The total face value of residential mortgages currently 
earning intel:est at a rate below the prevailing market rate and 
held by qualified thrift institut'ions is almost $600 billion. 
The market value of these mortgages probably is less than $450 
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billion; therefore, the discount probably is more than $150 billion . 
If all of these mortgages were to be contributed to the qualified 
thrift partnerships, non-thrift partners could reduce their taxable 
income by the $150 billion. However, because this amount represents 
a significant proportion of all corporate and individual taxable 
income, it is unlikely that all of these mortgages will be contri
buted. If one-half of the mortgages are contributed, the revenue 
loss, beginning in 1982 and probably occurring over several years, 
would be approximately $30 billion. 


